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DECEPTIVE OR MISLEADING METHODS IN HEALTH
INSURANCE SALES

MONDAY, MAY 4, 1964

U.S. SENATE,
SuBCOMMITTEE ON FRAUDS AND MISREPRESENTATIONS
A¥FECTING THE ELDERLY OF THE
SpECIAL COMMITTEE ON AGING,
Washington, D.C.

The subcommittee met at 10 a.m., in room 4232, New Senate Office
B_\(Jij_lding, Senator Williams (chairman of the subcommittee) pre-
siding.

Present : Senators Williams, Keating, and Fong.

Staff : William E. Oriol, professional staff member; Patricia Slink-
ard, chief clerk; and Mary Keeley, staff assistant.

Senator WirLriams. The subcommittee will come to order.

I would like to start this morning’s inquiry with a short opening
statement.

Once again this subcommittee meets to learn more about frauds
and misrepresentations affecting the elderly. Today we are inter-
ested in deceptive or misleading methods used to promote health in-
surance sales or localized “health plans.”

One of the reasons for our interest is that we have received many
letters from individuals who are sometimes hopelessly confused about
the policies they once purchased for protection in retirement years.
Quite often they tell us that the policies have, for one reason or an-
other, failed them when they most needed help.

Staff subcommittee inquiries have intensified our interest, as have
consultations with State and Federal agencies.

Today’s testimony will give us a better idea of the magnitude of
the proilem and will help determine whether additional inquiry by
this or other subcommittees is required.

Two points should be emphasized :

This subcommittee recognizes that the majority of mail-order firms
and other health insurance companies are honestly interested in giv-
ing value to their customers. It is for the protection of those reputable
companies, as well as for the benefit of the buying public, that this
subcommittee is conducting this hearing.

The second point is that many of the practices we will hear about
today do not fit neatly into the standard definitions of “fraud” or
“deception.” The subcommittee recognizes that the language of the
law may not meet all situations, particularly when slippery pitchmen
deliberately set out to find gaps in that language. It may well be that
our statutory definitions of fraud and deception should be modernized.

1



2 DECEPTIVE METHODS IN HEALTH INSURANCE

One thing is certain, however: that the sale of an insurance policy
1s 11ioo serious a matter to become a battle of wits between buyer and
seller.

Buyers can be misled as much by the omission of facts as by the
deliberate distortion of facts; and buyers can be presented with so
many facts that truths become lost. And quite often, too, the buyer
unwittingly can put himself in a position where he has only limited
recourse 1f his claim is disputed.

In any case, the final result is the same. The buyer discovers—
usually when the time comes to pay a hospital bill—that he does not
have the protection he paid for and thought he had.

One of the responsibilities of this committee is to consider such
problems and to increase public awareness of them. Our State and
Federal witnesses will also help us to consider whether tightening of
present authority is required.

Our hearing follows 3 days of hearings conducted by Senator Pat
McNamara, Michigan, chairman of the Subcommittee on Health of
this Special Committee on Aging.

Witnesses testified on cost, coverage, and adequacy of private health
insurance and Blue Cross policies. The interests of the two subcom-
mittees overlap, and I wish to extend my appreciation to Senator
McNamara for inviting me to participate at the hearing of his sub-
committee last week.

I would also like to say that staff members of the two subcommit-
tees have consulted at some length on matters of mutual interest.

Senator Dodd, who heads the continuing study into the insurance
industry for Senator Hart’s Subcommittee on Antitrust and Mo-
nopoly, of the Senate Judiciary Committee, would have liked to be
here attending this hearing today but other Senate business kept him
away. Dean Sharp, a staff representative of that subcommittee, I
understand, is here with us as an observer.

I will close by noting that an invitation to testify was extended to
the Health Insurance Association of America. This organization has
also been informed that the hearing record will remain open for 2

weeks after this date for any statement it may wish to make. I be-

lieve a representative of that organization is here today.

A similar invitation was extended to the Association of Insurance
Advertisers. We have been informed that this organization will sub-
mit a statement for our record.

We work with the early morning hazard or reality of having to
stop hearings during quorum calls and, at 6 minutes after 10, we are
always faced with a quorum call. I can walk 100 yards in 5 minutes;
maybe we can improve on that record.

I will return.

(Recess.)

Senator WiLLiams. We will come to order, again.

We have as our first, witness, Mr. James Henderson, General Coun-
sel of the Federal Trade Commission.

We are glad to welcome you before this committee this morning,
Mr. Henderson. We look forward to your statement.

Mr. Henprrson. Thank you, sir. Again T would like to introduce
my associates to the committee: Mr. John Lexcen, my assistant; Mr.
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James Murray, Assistant Director of the Bureau of Deceptive Prac-

tices; Robert Beller, attorney in our Bureau of Industry Guidance;

and Fletcher Cohn, Assistant General Counsel for Legislation.
Senator Wirriams. All right, Mr. Henderson.

STATEMENT OF JAMES McI. HENDERSON, GENERAL COUNSEL, FED-
ERAL TRADE COMMISSION; ACCOMPANIED BY JOHN LEXCEN,
ASSISTANT TO THE GENERAL COUNSEL; JAMES MURRAY, AS-
SISTANT DIRECTOR, BUREAU OF DECEPTIVE PRACTICES;
ROBERT BELLER, ATTORNEY, BUREAU OF INDUSTRY GUIDANCE;
FLETCHER COHN, ASSISTANT GENERAL COUNSEL FOR LEGISLA-
TION '

Mr. HexpersoN. Mr. Chairman, your invitation to the Federal
Trade Commission to present its views on mail-order insurance is
particularly welcome at this time. The Commission in the past week
has adopted guides for the mail-order insurance industry. The
guides will be promulgated to the public and industry shortly. I was
informed they will be available about the 15th of May. It is purely
a printing job that remains to be done.

These guides will furnish a standard against which insurance ad-
vertising and mail-order insurance claims may be measured and
judged by the public.

The guides have no probative effect but are intended to clarify for
the mail-order insurance industry the laws on deception which may
apply to their practices. Insurance companies which heretofore may
have preyed upon the needs of the elderly for adequate insurance
protection will be given an opportunity to comply with the law.
Thereafter, if the companies are within the jurisdiction of the Federal
Trade Commission—those companies engaged in the sale of insurance
in commerce by means of the mails in any State in which they are
not licensed to conduct the business of insurance, or in which, though
licensed, they do not have any agents—appropriate mandatory pro-
ceedings may be commenced to compel them to cease and desist from
unlawful conduct such as deception in advertising.

In discussing these matters before the committee, I must state that
the views I express are not necessarily those of the Commissioners
or the Commission. However, within that limitation, it is hoped the
testimony will be of use to the committee in its deliberations.

The Federal Trade Commission Act, in section 5, authorizes the
Commission to proceed against unfair or deceptive acts and practices
in commerce. gruide 1 of these mail-order guides states the law on
general deception :

No advertisement shall be used which because of words, phrases, statements,
or illustrations therein or information omitted therefrom has the capacity and
tendency to mislead or deceive purchasers or prospective purchasers, irrespec-
tive of whether a policy advertised is made available to an insured prior to the
consummation of the sale, or an offer is made of a premium refund if a pur-
chaser is not satisfied. Words or phrases which are misleading or deceptive

because the meaning thereof is not clear, or is clear only to persons familiar
with insurance terminology, shall not be used.
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The committee’s attention is first directed to the matter of general
deception. The guide makes it plain that if a company’s advertising
deceives because of an affirmative statement, or because it omits a
statement which should be made, or if the advertising has a capacity
and tendency to deceive, then no subsequent retraction or refund of
premium will cure the unlawful nature of the deception.

This provision accords with what has been found characteristic in
many areas of the trade. An advertisement, deceptive in nature, is
used to attract a customer. Before the sale is closed, a bible print
contract is exhibited which states the true nature of the insurance.
The customer, hurriedly reading the small print, sees what he has been
told he should see, and misinterprets or fails to grasp the truth. Re-
funding a premium thereafter is not a satisfactory means of redressing
the original wrong. When the misrepresentation is discovered, a
period of time has passed during which the customer is without insur-
ance. A refund of premium when a claim for benefits has been made
is even more hurtful since expenses may have been incurred in reliance
on that policy.

The guide on general deception also takes note of the specialized
vocabulary which when used in the sale of insurance to an unknowl-
edgeable purchaser may substantially mislead him. Although the
language may be technically correct in insurance circles, it may be
deceptive or lacking in clarity to the layman. Consequently, its use is
not permitted; nor should its specialized accuracy be a defense to a
charge of deception.

Certain specific deceptions may occur in the advertising and sale of
mail-order insurance. Each of them is related to the general decep-
tion in the manner of its operation, that is, misstatement, by conceal-
ment, by specialized language which may mislead, or by a statement of
the truth in such a manner as to give a false impression. Here are
some of the means of deception :

An advertisement which fails to disclose :

1. Exceptions, reductions, or limitations of the policy;

2. A waiting, elimination, probationary, or similar period before the
policy becomes effective and benefits become payable ;

3. That benefits are payable only on the occurrence of certain con-
ditions, and what those conditions are ;

4. The effect preexisting conditions of health may have on insurance
coverage;

5. The age limitations within the policy when the policy is applicable
only to a certain age group;

6. All terms affecting renewability, cancelability, or termination, or
which directly misrepresent such matters:

7. That a combination of policies is involved when the advertisement
refers to various benefits which are contained in more than one policy;

8. That total benefits are allocable among family members and not
payable in total on the death of one member, when such is the fact.

An advertisement which represents:

9. That the health of the insured is not a factor affecting insur-
ability or payment of benefits, when such is not the fact ;

10. That no medical examination is required when medical exami-
nation before payment of benefits is or may be required ;
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11. Truthfully, that no medical examination is required when there
is no disclosure of the limitations which the insurer places on his
liability under the policy so issued;

12. Testimonials, appraisals, or analyses of policies which are not
genuine, or do not represent the current opinions of the author, or an
advertisement which does not accurately describe the facts or reflect
the current practice of the insurer;

13. Statistics such as time within which claims are paid, dollar
amounts paid, number of claims paid or persons insured under a par-
ticular policy, or other statistics, which do not accurately reflect all
the relevant facts on which the statistics are based ;

14. That claim settlements are liberal or generous beyond the terms
of the policy.

An advertisement which:

15. Uses words which indicate broader coverage than the policy
affords;

16. Uses words which imply greater benefits than the policy affords,
such as “up to” and “as high as” when perhaps only one benefit is equal
to the maximum figure;

17. Implies that the policy provides additional benefits for certain
illnesses, when such is not a fact ;

18. Misleads or may mislead purchasers concerning the insurer’s
assets, financial ability, relative position in the insurance industry, or
any other material fact.

It is not intended that the committee should believe the foregoing
list is a complete catalog of the deceptions which are, or may be, cur-
rently used in unscrupulous insurance advertising and mail-order
insurance. However, the list is indicative of the type which may be
used. Other misrepresentations, if they fail to meet the standards of
the Guide on General Deception, are likewise violations of the Federal
Trade Commission Act.

There are specific guides adopted by the Commission which pertain
to problems frequently encountered by the elderly in their purchase of
insurance. Guide 2(a) (3), referring to preexisting conditions, states:

If a policy provides any limitations on the coverage of a loss if the cause of such
loss is traceable to a condition existing prior to the effective date of the policy,
or prior to any other particular time, any reference to the policy coverage of the

loss made in any advertisement must be closely accompanied by clear and con-
spicuous disclosure of such limitations. (See also guide 8.)

Guide 3, referring to health of the applicant or insured, states:

No advertisement shall be used which represents.or implies—

(1) That the condition of the applicant’s or insured’s health prior to, or at the
time of the issuance of a policy, or thereafter, will not be considered by the
insurer in determining its liability or benefits to be furnished for or in settlement
of a claim when such is not the fact (see also pt. A (3) of guide 2) ; or

(2) That no medical examination is required if the furnishing of benefits
by an insurer under a policy so represented is or may be contingent on a medical
examination under any condition ; or

(3) That no medical examination is required, even though such is the case,
without conspicuously disclosing in close conjunction therewith all the condi-
tions pertaining to or involving the insured’s heslth under which the insurer
is not liable for the furnishing of benefits under a policy.

It is apparent from the statement of these sections of the guides
that their purpose is to eliminate the “insurance regardless of health”
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misrepresentation. Actually, of course, there is seldom an intent by
the predatory company to issue a policy which really provides bene-
fits of “insurance regardless of health.” The careful hedging of the
policy provisions in many cases denies liability or limits liability
for preexisting conditions. Elderly people, by the fact of their age,
have preexisting conditions of health which may disqualify them
from full coverage, or any coverage, by policies which they purchase,

‘without actual knowledge of their conditions.

As a fortification of the belief that the policy will provide benefits
regardless of the insured’s health, advertisements have offered insur-
ance which will be written without a medical examination. However,
in the provisions of the policy, a predatory company will insert a re-
quirement that a medical examination is necessary before a claim for
benefits will be paid, or that no indemnity will be paid for disability
if the cause is traceable to a condition existing prior to 30 days after
the policy issues.

These deceits are to my mind most grievous violations of law and
morals, since they deprive the elderly and infirm of the very protec-
tion for which they pay.

Another category of problem which aging persons encounter is
the provision for age limitation in the policy sometimes coupled with
a provision governing renewability, cancellation, or termination.
Guide 2A (5), referring to age limitation, states:

Any reference in an advertisement to any insurance coverage or benefits which
by the terms of the policy are limited to a certain age group must be closely
accompanied by clear and conspicuous disclosure of such fact.

Guide 4, referring to renewability, cancellation, or termination,
states:

(a) No advertisement shall refer, directly or by implication, to renewability,
cancelability, or termination of a policy or a policy benefit, or contain any
statement or illustration of time or age in connection with any benefit payable,
loss, eligibility of applicants, or continuation of a policy, unless in close con-
Junction with such reference, statement or illustration there is clear and con-
spicuous disclosure of the material provisions in the policy relating thereto.

(b) No advertisement shall represent or imply that an insurance policy may
be continued in effect indefinitely or for any period of time, when, in fact,
said policy provides that it may not be renewed or may be canceled by the
insurer, or terminated under any circumstances over which the insured has
no control, during the period of time represented.

Obviously the misrepresentations these guides are intended to cor-
rect are addressed to persons advancing in age and suffering a gradual
loss of insurability by reason of advancing age. It is certainly a
minimal requirement that insurance which by its printed terms does
not include persons over a stated age should be advertised with a

limitation noted.

Equally important, and with a capacity for great harm, are the
advertisements of insurance which mention renewability but fail to
disclose that the company may, in its discretion and for reasons beyond
the control of the insured, fail to renew the insurance, or directly
cancel or terminate its applicability. This deception has the tendency
to cause a purchase of insurance in the belief that it will be continued
while the premium is paid. At a time for the elderly when insurance
is difficult to obtain and the benefits of the purchased policy are most
necessary, an unexpected cancellation by the company causes hardship
and heartbreak for the insured and his family.
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Here again, to my mind, the practice is immoral as well as unlawful.

The Federal Trade Commission by its adoption of these guides in-
tends to furnish to the industry and to the public a measure for the
truthful advertising of mail-order insurance. The Commission has
sought and obtained the cooperation of the National Association of
Insurance Commissioners to assist in preparation of the guides, and
they have been very helpful to us.

It would be less than candid to overstate to the committee the limits
of the Commission’s jurisdiction in insurance matters. The Commis-
sion to a great extent relies upon the aid of the National Association of
Insurance Commissioners and the cooperation of State authorities for
adequate regulation of mail-order insurance advertising.

This reliance is important not only because it is good Government,
but the McCarran-Ferguson Act of 1945, as amended in 1947, makes
the business of insurance subject to the provisions of the Federal Trade
Commission Act, and other antitrust acts to the extent such business
is not subject to State regulation. Cases involving the limits of our
jurisdiction have in a practical sense marked out the area of mail-
order insurance. The Commission is able to act when the State into
which a mail-order solicitation is sent has not licensed the solicitin
company, and no agent of the company for the service of process an
property on which judgment can be executed may be found within the
State. This is the case of Travelers Health Association v. F.T.C.,
on remand at 298 F. 2d 820, 824. The test is whether the State is able
in fact, to regulate the insurance business of the company.

Therefore, in a real sense, the guides must be self-enf};rcing. It is
possible to give the industry and the public the information needed to
halt predatory practices in mail-order insurance. But it is the intent
of Congress, as expressed in the Insurance Act of 1945, that the Fed-
eral Trade Commission exercise its powers in a limited area.

The Commission cooperates with the State insurance commissioners
in the area of insurance advertising and we compliment them for their
efforts to reduce the number and %ind of deceptions which affect the
sale of mail-order insurance within their respective States. It com-
mends the efforts of many responsible insurance executives who seek
the correction of these practices within the industry.

It is respectfully urged that the Congress continue its interest in
the problems of the el(%erly, and the Commission offers to do, within
its jurisdiction, everything that it may to maintain the economic sta-
bility and the dignity of this Nation’s aging citizens.

Attached to the statement are illustrative examples of deceptive
claims in mail-order insurance advertising, and a list of those insur-
gnqe cases in which the Commission has entered orders to cease and

esist.

That completes my statement, Mr. Chairman.

Senator WiLLiams. Thank you very much, Mr. Henderson.

We will include in the record the appendix material of cases that
you just mentioned. I am sure they will be very helpful to give us
the practical effect of your authority and how you exercise it within
the guides of law and regulation that you describe.

(The material referred to above follows:)

(Text continues on p. 16.)
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ADDENDUM

The material hereinafter set forth is a summary of the allegations of com-
plaints issued as a result of the investigation of 1954. The advertising claims
then made in connection with the sale of hospitalization, health, and accident
insurance are approximately the same as those in current use.

This summary is presented to the committee for illustration only.

1. Migsrepresentation of policy termination provisions.—Typical claims are
these :

“No automatic termination age, no increased costs, or reduced benefits after
policy is isstued.

‘“You and your family are covered from 1 to 75.”

Actually, most of the policies sold. in this field are renewable solely at the
option of the company. Each new premium purchases insurance for a new term.
The majority of these policies can be canceled by the company at the end of any
term for any reason. This is done by refusing to accept the premium payment.
The complaints challenge advertisements which falsely represent or imply that
a cancelable policy will remain in effect as long as the insured pays his
premiums.

2. Misrepresentation of exient of coverage—The complaints challenge ad-
vertising claims which state that benefits will be paid in cases of accident or
gsickness generally. A typical claim is:

“It pays you up to $15 a day for 100 hospital days—for each sickness or
accident.”

There are in fact many cases of accident or sickness for which policies so rep-
resented do not provide payment. For example, many policies will not pay
at all for losses due to certain causes such as nervous disorders, dental opera-
tions, venereal disease, pregnancy, childbirth, miscarriage, etc.; they will not
pay for losses due to other causes such as hernia, tuberculosis, heart disease,
appendicitis, etc., unless originating at least 6 months after the policy date;
and they will not pay for any loss due to sickness which can be traceable to
conditions existing prior to the date of the policy.

3. Misrepresentation of mazimum dollar limits.—Many of the companies state
that claims up to a specified amount will be payable for certain medical, hospital
and surgical services. For example:

“We pay up to $525 for each surgical operation.

“Surgical fees, up to $400.”

These claims imply that if a person has a surgical operation, he will receive up
to the amount specified, depending on the cost of the operation. Actually, many
policies provide that the full amount is payable only for one or two compar-
atively rare operations. The maximum amount payable for the average opera-
tion is one-fourth of the specified amount, or even less.

4. Misrepresentation of the beginning time of coverage—Certain companies
represent that the coverage is effective at the date of issuance when actually,
coverage for many sicknesses is delayed until the policy has been in effect for
a specified period of time—for example, 6 months in cases of tuberculosis or
heart disease.

5. Misrepresentation concerning health status of applicant—Certain com-
panies state that no medical examination is required to obtain their policies.
This implies full coverage without regard to the general health of the applicant
when the policy is issued. What the advertisements do not disclose is that
the policy does not cover any loss traceable to a condition in existence at the time
the policy was issued.

8. Misrepresentation relating to sale of a plan—Representations of some of
the companies imply that a great number of benefits can be obtained from the
purchase of one policy for a few cents a day when actually several policies
must be purchased at a higher cost to obtain all the listed benefits.

7. Misrepresentation of benefits as payable for life—Some of the companies
have made representations which imply that a specified income will he paid as
long as the insured is disabled, even if for life. For example:

“It pays you a regular monthly income up to $200 when disabled by accident
or sickness—even for life.”

As a matter of fact, such payments are payable for a limited period of time in
cases of disability due to sickness or cases of partial disability due to accident.
Only in cases of absolute total disability due solely to accidental bodily injury
are the payments made as represented.
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1. MISREPRESENTATION OF POLICY TERMINATION PROVISIONS
The claim
“No automatic termination age—total disability for accident or confining sick-
ness is paid at the rate of one-half the regular monthly benefit for life if incurred
after age 60.”
“No reduction in benefits because of age.”
“Benefits do not decrease at any age.”

The facts

“The indemnification provided * * * against loss may not be continued in-
definitely at the option of the insured.

“The indemnification provided * * * is subject to cancellation by the respond-
ent, and the insured * * * is not assured of the continuance of the indemnifica-
tion * * * by the payment of renewal premiums at the expiration of the
term covered by each premium.

“All of respondent’s policies [listed in the complaint] contain substantially
identical provisions as follows :

“ “This policy is renewable at the option of the association only * * **”

2. MISREPRESENTATION OF EXTENT OF COVERAGE
The claim

“Accident benefits include $50 weekly payable from the first day of total dis-
ability every 30 days for as many as 104 weeks for each mishap * * * $25 weekly
for as many as 26 weeks for partial disability * * * as much as $5,200 for each
accident, with no reduction on account of other insurance.”

The facts

“The weekly benefits described * * * are not payable for each mishap or acci-
dent from the first day of total disability for as many as 104 weeks nor up to
a maximum of $5,200, for the certificates referred to expressly provide that:

“(a) No weekly benefits are payable by respondent for total disability caused
by ‘each mishap’ or ‘each accident’ unless ‘such injuries alone shall, within 20
days after the date of the accident causing them or immediately following a
period of partial disability insured against and caused by said accident, wholly
and continuously disable him from the prosecution of every duty pertaining to
his occupation.’

“(b) No weekly benefits are payable by respondent for partial disability
caused by ‘each mishap’ or ‘each accident’ unless ‘such injuries alone shall,
within 20 days after the date of the accident causing them or immediately fol-
lowing a period of total disability insured against and caused by said accident,
partially disable and prevent him from performing the important duties of his
occupation.’ :

“(c) No accident benefits, weekly or otherwise, are payable, for any loss when-
ever occurring, if such loss was caused ‘directly, indirectly, wholly or partially
by or to which a contributing cause is:

“‘(a) medical, surgical or dental treatment; or

“‘(b) any kind of sickness, disease, or bodily or mental infirmity ; or

“‘(c) sunstroke, heatstroke, ptomaine poisoning, or bacterial infection of
any kind (except only septic infection of and through an external and visible
wound caused solely and exclusively by external and accidental violence):
or

“‘(d) hernia, however caused, except in a sum not to exceed $100.’

“(d) The exceptions contained in the certificate of accident coverage provide
that no benefit shall be paid for any loss caused by suicide, or attempt to commit
suicide, any loss caused by war or any act of war, any loss occurring or origi-
nating while a member is outside the continental limits of the United States
and Canada unless a travel permit or a permit to reside elsewhere is first granted
in writing by the respondent, or while engaged in military or naval service in
time of war declared or undeclared. or while insane, or while intoxicated or
under the influence of narcotics.

“(e) No benefit is paid for a loss caunsed by an accident unless such loss oceurs
within 90 days of the date of such accident.”

3. MISREPRESENTATION OF MAXTMUM DOLLAR LIMITS
The claim

“Surgery from $3 to $150 depending on seriousness of operation.”
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The facts

“Policy AE Rev. 9-52 provides for the payment of $150 for surgeons’ fees for
only 6 out of 67 different listed operations. For 29 of the listed operations, $25
or less is allowed.”

4. MISREPRESENTATION OF BEGINNING TIME OF COVERAGE
The claim

“Benefits from the first day.”

“Pays from the first day of medical attention.”

“Monthly lifetime income is paid from the first day of disability.”

“Full benefits payable from the very first day of disability and medical at-
tention.”

“Accidental benefits in effect the same day policy issued.”

“A new plan that pays you a large monthly income from the first day you are
disabled at home.”

The facts

“Indemnification is not provided from the first day of sickness or accidental
injury; on the contrary, the policies provide that indemnification will be pro-
vided only for sickness originating more than 30 days after the policy date and
only from the date of the first medical attention. Diseases of organs not com-
mon to both sexes, and diseases of the heart, or circulatory system, will be cov-
ered only if originating after the policies have been in effect for periods of from
6 to 12 months, depending on the irdividual policy. The policies further pro-
vide indemnification for accidents only from the date of the first medical treat-
ment and such indemnification will be paid only for aceidental injury which
shall within 2 days from the date of said accident wholly and continuously dis-
able the insured and cause total loss of time and regular attendance of a li-
censed physician, surgeon, osteopath, or chiropractor for the duration of the
disability, and does not result in loss of life, limbs, or eyesight.”

5. MISREPRESENTATION CONCERNING HEALTH STATUS OF APPLICANT

The claim

“No redtape—You don’t have to join a group or be examined.”
“No physical examination needed.”

The facts

“The respondent does take into consideration the physical condition of the
imsured prior to or at the time the policy was issued in determining whether
or not the cash benefits provided * * * will be paid for loss resulting from sick-
ness or accident after the effective date. The insuring clause * * * provides
that sickness shall be such sickness, illness, or disease which is contracted and
beging and causes loss 30 days after the date of issue or from the date of issue.
Further, in Policies P64A, P67B, and P66A the insuring clause provides that
accidental loss must be effected directly and independently of all other causes
through accidental injury.”

6. MISREPRESENTATION CONCERNING SALE OF A PLAN
The claim

“Here’s what you get. Streamlired, all-family plan issued by old-line, legal-
reserve stock company, lowers cost—cuts redtape—pays you promptly and pays
you more. Up to:

“$1,800 for hospital room.

“$5,000 for loss of life.

“$500 for surgery fees.

“$200 per month when off work due to accidental or totally confining sicknesses.

“$115 for childbirth.

“$150 per year for doctor’s calls in the home or hospital.

“All this wonderful coverage costs you less than most folks spend for smokes.”

The facts

“ ‘The reserve plan’ providing benefits in the form of cash indemnification for
a whole family to a maximum of $1,800 for hospital room, $5,000 for loss of life,
$500 for surgery fees, $200 per month for loss of time from work, $115 for child-
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birth, and $150 per year for doctor’s calls to each or for each member of the
family for each accident or sickness, are not contained in a single policy at a
cost less than the average person spends for smokes. On the contrary, the de-
seribed cash benefits of respondent’s ‘reserve plan’ are simply a totalization of
the maximum cash benefits contained in three or more of respondent’s policies.
and such cash benefits, if obtainable at all, would require the purchase of three
or more of respondent’s policies.”

7. MISREPRESENTATION OF BENEFITS AS PAYABLE FOR LIFE
The claim
“What will it mean to you to have $100 a month for the rest of your life, if
totally disabled by sickness or accident?”
“Pays up to $100 per month income for the rest of your life * * * payable
as long as you are disabled and cannot work because of any accident or any con-
fining sickness.”

The facts

These “insurance policies do not provide monthly indemnification, in a specific
amount, to the insured when totally disabled by any accident or confined by any
sickness for the duration of such total disability or confining sickness up to a life
time. On the contrary, many disabling accidents and confining sicknesses which
the insured may suffer or contract are excluded * * *.

“The terms of [the] policies not only require that the insured be disabled in
case of accident but provide that the disability must wholly and continuously
prevent the insured from performing the duties of any occupation, and require
the professional care and regular attendance of a physician or surgeon.

“If the insured receives one of the cash benefits for the loss of limb or sight,
no monthly indemnification will be paid to the insured. Loss resulting from
sprain or lame back will receive the represented indemnification for only 30
days. Certain * * * policies reduce the specific amount of the indemnification
when the insured reaches a stated age.”

8. MISREPRESENTATION CONCERNING ADDITIONAL BENEFITS

The claim

“In addition to the above, will pay the following accident benefits:
Loss of life $1, 000
Loss of both hands, feet, or eyes 1, 000
Loss of 1 hand and 1 foot, 1 hand and 1 eye, or 1 footand 1 eye________ 1, 000
Loss of 1 hand or 1 foot.___ 500
Loss of 1 eye —— e 300
Loss of time, weekly indemnity (employed members in hospital) $25

a week—aup to__ — 300
Doctor bills (hospital) up to____________ 135"
The facts

“None of the respondent’s policies provide benefits, in addition to hospitalization
benefits, for specific amounts for loss of life, limb, sight, loss of time if employed,
and doctor bills up to $135 when confined in a hospital, to the insured because
of any one accident. On the contrary the respondent’s form PFGH 445 pro-
vides benefits for hospitalization, loss of life, limb and sight, loss of time if em-
ployed, and doctor bills up to $135 when confined to a hospital, but to recover
benefits in specific amounts for loss of life, limb, or sight the insured must receive
bodily injury caused directly and independently of all other causes, through ex-
ternal, violent and accidental means and within 90 days from the date of the
accident whereby the insured suffered the specific loss. Any benefit received
for a specific loss will be in lieu of all other benefits. If the insured is not confined
in a hospital within 5 days from the date of accident and has not had full-time
employment for at least 4 consecutive months immediately preceding the date of
hospital confinement, the insured will not receive the loss of time benefit. [The]
policy does not indemnify the insured $135 for doctor bills in case of accident but
provides $3 per professional visit on each alternate date of hospital confinement
to a maximum of $135 provided the insured is confined in a hospital within 5
days from date of accident.”
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Orders to cease ond degist

Docket No. Company Date OCD Affirmed
Commercial Travelers Insurance Co. . _....___._.___________ Jan.
Ilinois Commercial Men’s Assoeiation._._____.._______ -_| Sept.
Service Life Insurance Dec.
Illinois Traveling Men’s Health Association Sept.

American Life & Accident Insurance Co.
Automobile Owners Safety Insurance Co.
American Hospital & Life Insurance Co..

. 0.
Apr. 24,1956 | June 30, 1958
-| Travelers Health Association

-1 Dec. 20,1956 | Jan. 24,1962
M. 1

uNo'rE.—Cases on which an assurance of discontinuance has been acsapted, 6; cases under investigation

FEDERAL TRADE COMMISSION, WASHINGTON
GUIDES FOR THE MAIL ORDER INSURANCE INDUSTRY

Guides for the Mail Order Insurance Industry as adopted by the Federal Trade
Commission are hereinafter set forth.

Primary objectives of the Guides are the prevention of deception of pur-
chasers of insurance and the maintenance of fair competition in the industry.

The industry for which these Guides have been established is comprised of the
persons, firms, corporations and organizations engaged in the sale or offering
for sale of insurance of any kind in commerce®! by means of the United States
mails in any State in which they are not licensed to conduct the business of
insurance, or in which, though licensed, they do not have any agents. The
Guides are applicable to all advertising and sales promotions of insurance sold
under such circumstances. The establishment and promulgation of such Guides
by the Commission is not to be understood as delimiting the jurisdiction of the
Commission with respect to the business of insurance under the Clayton Act
and Federal Trade Commission Act as such Acts are affected by Public Law 15—
79th Congress, as amended.

These Guides were published in the Federal Register on
effective sixty (60) days thereafter.

and become

THE GUIDES
DEFINITIONS

A. “Advertisement” for the purpose of these Guides shall mean any of the
following material when used in connection with solicitation of the original
purchase of a policy, or renewal or reinstatement thereof :

(1) Any printed or published material, descriptive literature, statements
or depictions of an insurer used in newspapers, magazines, radio and TV
scripts or presentations, billboards, and similar displays, and

(2) Descriptive literature and sales aids of all kinds issued or caused
to be issued by an insurer or by an insurer’s agent or broker for presenta-
tion to members of the public, including, but not limited to, circulars,
leaflets, booklets, depictions, illustrations, form letters, and policy forms.

B. “Policy” for the purpose of these Guides shall include any policy, plan,
certificate, contract, agreement, statement of coverage, rider or endorsement
which provides insurance benefits for any kind of loss or expense.

C. “Insurer” for the purpose of these Guides shall include any individual,
corporation, association, partnership, reciprocal exchange, inter-insurer, Iloyds,
fraternal benefit society, and any other legal entity, engaged in the advertise-
ment and sale of a policy as herein defined.

Guide 1—Deception (Qeneral)

No advertisement shall be used which because of words, phrases, statements,
or illustrations therein or information omitted therefrom has the capacity and
tendency to mislead or deceive purchasers or prospective purchasers, irrespective
of whether a policy advertised is made available to an insured prior to the

1 As “commerce’ is defined in the Federal Trade Commission Act.
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consummation of the sale, or an offer is made of a premium refund if a pur-
chaser is not satisfied. Words or phrases which are misleading or deceptive
because the meaning thereof is not clear, or is clear only to persons familiar
with insurance terminology, shall not be used.

Guide 2——Advertisement of Benefits, Losses Covered, or Premiums Payable

A. Disclosure as to Exceptions, Reductions, and Limitations

No advertisement shall refer to any loss covered or benefit provided by an
insurance policy, period of time for which any benefit is payable, or the cost
of a policy, without clearly and conspicuously disclosing in close conjunction
therewith such exceptions, reductions, and limitations relating thereto as will
fully relieve the advertisement of all capacity to déceive.

The disclosure requirements of this Guide 2 are not applicable to advertise-
ments which mention only the general kind of insurance (e.g. “Life,” “Accident,”
“Hospitalization”), give no information as to losses covered, benefits or premi-
ums, and serve the purpose of merely inviting inquiries or a show of interest on
the part of the recipients.

As used in this Guide—

The term ‘“‘exception” means any provision in a policy whereby coverage
for a specified hazard is entirely eliminated. It is a statement of risk not
assumed under the policy.

The term “reduction” shall mean any provision which reduces the amount
of the benefit; a risk of loss is assumed but payment upon the occurrence
of such loss is limited to some amount or period less than would be other-
wise payable had such reduction clause not been used.

The term “limitation” means any provision which restricts the duration
or extent of coverage, losses covered, or benefits payable under the policy
other than an exception or a reduction.

(1) Waiting, Elimination, Probationary, or Similar Periods

When there is a time period between the effective date of a policy and the
effective date of coverage under the policy, or a time period between the date
a loss occurs and the date benefits begin te accrue for such loss, such fact
must be clearly and conspicuously disclosed in close conjunction with any
reference to such coverage or benefits made in any advertisement.

(2) Benefits Contingent on Conditions

‘When a policy pays varying amounts of benefits for the same loss occurring
under different conditions or which pays benefits only when a loss occurs under
certain conditions, any reference to such benefits in an advertisement must be
closely accompanied by clear and conspicuous disclosure of such different or
limited conditions as are applicable.

(3) Preezxisting Conditions

If a policy provides any limitations on the coverage of a loss if the cause
of such loss is traceable to a condition existing prior to the effective date of
the policy, or prior to any other particular time, any reference to the policy
coverage of the loss made in any advertisement must be closely accompanied
by clear and conspicuous disclosure of such limitations. (See also Guide 3.)

(4) Deceptive Words or. Phrases

(a) No words, terms, or phrases shall be used as descriptive of the coverage
provided by a policy which misrepresent the extent of such coverage. Words
such as ‘“all,” “full,” “complete,” “unlimited,” and words of similar import must
not be used to refer to any coverage which under the terms of the policy is sub-
ject to exceptions, reductions, or limitations. Other words, terms, or phrases
representing or implying broad insurance coverage must not be used as descrip-
tive of losses covered or benefits provided by a policy which are subject to
exceptions, reductions, or limitations without disclosure of the applicable ex-
ceptions, reductions, or limitations as required by Part A of this Guide 2.

(b) The ferms “hospitalization,” ‘“accident,” or *“life” must not be used as
descriptive of an insurance policy which provides benefits for only unusual or
unique sicknesses, accidents, or causes of death unless in close conjunction
with such terms clear and conspicuous disclosure is made of such coverage
(e.g.. “Leukemia Hospitalization,” “Death by Drowning").

(c) Words or phrases such as “up to,” “as high as,” etc., shall not be used
as descriptive of the dollar amount payable for any kind of represented losses

33-761 0—64——2
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or expenses unlege the policy provides benefit payments up to such amount ip
all cases for such losses or expenses actually sustained by a policyholder, or
there is full and conspicuous disclosure in close conjunction with such words
or phrases of either—

(1) the complete schedule of payments provided by the policy, or

(2) the specific loss or expense for which the represented dollar amount
is provided by the policy; and also disclosure that benefits provided by the
policy for losses or expenses of the kind represented vary in amount dr
pending on the particular kind of loss or expense incurred, if such is the
case, as for example :

“Policy provides surgical benefits which vary in amount depending on
kind of operation performed. For example, pays up to $150 for operation
to remove a lung.”

and there is also disclosure of such other exceptions, reductions, or limitations
as required by Part A of this Guide 2.

(d) An advertisement must not contain representations such as “This policy
pays $1,800 for hospital room and board expenses” without clear and con-
spicuous disclosure in close conjunction therewith of the maximum daily benefit
and the maximum time limit for such hospital room and board expense.

(e) An advertisement must not represent the weekly, monthly, or other
periodic benefits payable under a policy without clearly and conspicuously dis-
closing in close conjunction with such representation the limitation of time
over which such benefits will be paid or of the number of payments or total
amount thereof which will be made if, by the terms of the policy, payment of
benefits for any loss or aggregate of losses is limited in time, number, or total
amount.

(5) Age Limitation
Any reference in an advertisement to any insurance coverage or benefits which

by the terms of the policy are limited to a certain age group must be closely
accompanied by clear and conspicuous disclosure,of such fact.

B. Deception as to Coverage and Additional Benefits

(1) A policy covering only one disease or certain specified diseases must not
be advertised in such manner as to imply coverage beyond the terms of the
policy, either by use of synonymous words or terms to refer to any disease
or physical condition so as to imply broader coverage, or by other means.

(2) An advertisement must not represent, directly or indirectly, that a policy
provides for the payment of certain benefits in addition to other benefits when
such is not the fact.

Guide 3—Health of the Applicant or Insured

No advertisement shall be used which represents or implies:

(1) That the condition of the applicant’s or insured’s health prior to,
or at the time of issuance of a policy, or thereafter, will not be considered
by the insurer in determining its liability or benefits to be furnished for
or in the settlement of a claim when such is not the fact (See also Part
A (3) of Guide 2) ; or

(2) That no medical examination is required if the furnishing of benefits
by an insurer under a policy so represented is or may be contingent on a
medical examination under any condition ; or .

(3) That no medical examination is required, even though such isg the
case, without conspicuously disclosing in close conjunction therewith all
the conditions pertaining to or involving the insured’s health under which
the insurer is not liable for the furnishing of benefits under a policy.

Guide 4—Disclosure of Policy Provisions Relating to Renewability, Cancelabil-
ity, or Termination

(a) No advertisement shall refer, directly or by implication, to renewability,
cancellability, or termination of a pohcy or a policy benefit, or contain any state-
ment or illustration of tiine or age in connection with any benefit payable, loss,
eligibility of applicants, or continuation of a pohcy, unless in close conjunctlon
with such reference, statement, or illustration there is clear and conspicuous dis-
closure of the material provisions in the policy relating thereto.

(b) No advertisement shall represent or imply that an insurance policy may
be continued in effect indefinitely or for any period of time, when, in fact, said
policy provides that it may not be renewed or may be canceled by the insurer,
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or terminated under any circumstances over which insured has no control, dur-
ing the period of time represented.

Guide 5—Testimonials, Appraisals, or Analyses

No testimonial, appraisal or analysis shall be used in any advertisement which
is not genuine, does not represent the current opinion of the author, does not
accurately describe the facts, does not correctly reflect the present practices of
an insurer, is not applicable to the policy or insurer advertised or is not ac-
curately reproduced.

. (NoTE.—An insurer makes as his own all statements contained in any testi-
monial which he uses in his advertisement, and the advertisement including such
statements is subject to all of the provisions of these Guides.)

Guide 6—Deceptive Use of Statistics

(a) No advertisement shall be used in which representations are made as to
the time within which claims are paid, the dollar amounts of claims paid, the
number of claims paid or the number of persons insured under a particular policy
or otherwise, or which contains other statistical information relating to any
insurer or policy, unless such advertisement accurately reflects all the relevant
facts. The advertisement shall not imply that the statistics are derived from a
policy advertised unless such is the fact.

(b) No advertisement shall be used which misrepresents that claim settle-
ments by an insurer are liberal or generous beyond the terms of a policy.

Guide 7T—Identification of Plan or Number of Policies

(a) No advertisement shall offer a choice of the amount of benefits without
clearly and conspicuously disclosing that the amount of benefits provided depends
upon the plan selected and that the premium will vary with the amount of
benefits.

(b) No advertisement shall refer to various benefits which may be contained
in two or more policies, other than group master policies, without clearly and
conspicuously disclosing that such benefits are provided only through a com-
bination of such policies.

Guide 8—Deception as to Introductory, Initiel, or Special Offers

No representation shall be made in an advertisement, directly or by implica-
tion, that a policy or combination of policies is-an introductory, initial, special
or limited offer and that applicants will receive advantages not available at a
later date, unless such is the fact.

Guide 9—Mi3repralzsentation as to Licensing, Approval, or Endorgsement of In-
surer, Policy or Advertisement
No advertisement shall represent directly or by implication:

(1) That an insurer, or any policy or advertisement thereof, has been
licensed, approved, endorsed, or recommended by any Governmental agency
or department, unless such is the fact;

(2) That an insurer, or a policy or an advertisement thereof, has been
approved, endorsed, or recommended by arry individual, group of individuals,
society, association, or other organization, unless such is the fact.

Guide 10—Deception as to “Group’ or “Quasi-Group’’ Policies

No advertisement shall represent, directly or indirectly, that prospective policy-
holders become group or quasi-group members and as such enjoy special rates
or underwriting privileges ordinarily associated with group insurance as recog-
nized in the industry, unless such is the fact.

Guide 11—Allocation of Benefits Under a “Family Group® Policy

No advertisement shall refer to a benefit payable under a “Family Group”
policy when the full amount of such benefit is not payable upon the death, dis-
ability, etc., of only one member of the family unless clear and conspicuous dis-
closure of such fact is made in the advertisement.

Guide 12—Deceptive Use of Trade Names, Service Marks, etc.
There shall not be used in an advertisement any trade name, service mark,
slogan, symbol, or other device which has the capacity and tendency to mislead or

deceive prospective purchasers as to the true identity of the insurer or its re-
lation with public or private institutions.
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Guide 13—Disparagement

No advertisement shall be used which, directly or indirectly, falsely dis-
parages competitors, their policies, services, or business methods.
Guide 14—Misrepresentation Concerning the Insurer

No advertisement shall be used which, directly or by implication, has the
capacity an(; tendency to mislead or deceive prospective purchasers with respect
to an insurer’s assets, corporate structure, financial standing, age, or relative
position in the insurance business, or in any other material respect.

(Transcript text continued from p. 7.)

Senator WiLLiams. These guides that you have just described to
us are the new guides that will be shortly put into effect; is that
correct ?

Mr. Henberson. That is correct, sir.

Senator WrLLiams. What has been your practice heretofore; what
is 13 s;:ill? Does it follow pretty much the philosophy of these
guides?

Mr. Henperson. Yes, sir. These guides are simply a formalization
of the thinking of the Commission over a period of a great number
of years and we simply felt that the time was opportune to revise and
codify this thing for the benefit of the aged, the elderly, and for the
general public.

Senator WiLriams. When you discover a misrepresentation within
the terms that you have just discussed, can you move in in any case
or only in some cases to stop the deception ?

Mr. HexpersoN. In a very limited number of cases, Senator, can
we move in. That is only in those cases where it is a mail-order opera-
tion which is not effectively regulated by the State into which the
mail-order advertisement is sent.

Senator WrLLiams. Are there large gaps where a State has not
regulated? Certainly the State has the authority to regulate any
company disseminating advertising material from its jurisdiction,
does it not?

Mr. HenpersoN. Oh, yes.

To answer your question, we have 11 investigations going at the
present time to ascertain our jurisdiction to prevent alleged deception
in the sale of insurance where we believe that the States do not have
the capacity to effectively regulate these companies.

The illustration that is a good one is the 7'ravelers case where this
company was licensed to do business in only two of the 50 States, but
it was advertising in all 50 of the States, so that 48 States had no
way of effectively controlling the mail flow into its own bailiwick.

Senator WirLiams. But the other two States would have the juris-
diction to control the outflow from their borders; is that right?

Mr. HexpersoN. Not the outflow of mail; I doubt it, Senator. Be-
cause this is a Federal function, and I doubt that a State could say
you cannot send mail out of the State. It would have to be at the
other end, at the recipient’s end where to the company, the State can
say you must come in here and take a license and you must have an
~agency for service at that point and then it can also say this is
fraudulent advertising.

Senator WiLLiams. Then there are large gaps and in these gaps you
have authority to deal with misrepresentations?

Mr. HENDERSON. Yes, sir.

Senator WiLLiams. What is the method used to stop it ?
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Mr. HenpersoN. Depending on the abuse and on the past history
of the company. If this seems to be an inadvertent type of thing, the
company may have fallen into by an overzealous advertising manager,
we may ask them to give us assurances of discontinuances of the prac-
tice. This is simply an assurance that they will abandon this particu-
lar practice and will abide by the guides. If thisisa company which is
noted for its predatory practices, its fraudulent representations, we
would probably file a formal complaint against it and either insist on a
consent. order to try the case and enter an order of the Commission
which would forbi({ it from continuing these practices.

That order is litigated, but a consent order would be enforcible by
the courts as well.

hSer;ator Winiams. This is an injunctive method of dealing with
them ?

Mr. HenpersoN. That is correct, sir.

Sflzmtor WirLiams. Is that a criminal or civil and is there a jury
trial ?

Mr. HenpErsoN. No, sir; it is a civil proceeding before a hearing
examiner and before the Commission and it is reviewable by any cir-
cuit court of appeals in which the person complained of lives or does
business.

We have no punitive powers at all; we cannot fine or penalize them
except for disobedience of an entered order. At that point there are

enalty provisions and, of course, if the court has made its own or-
der in the case, then the respondent is subject to a criminal contempt
proceeding.

Senator WiLLiams. What are the penalties that are possible if there
is a finding of contempt ?

Mr. HenpersoN. That maximum is $5,000 per violation. The total
amount to be levied is within the judgment of the court.

Senator Wirriams. I would think that would be an effective remedy.

Mr. HenpErsoN. It has proved so in some cases, but you first have
to catch them.

Senator WiLLiams. We have seen some remedies that are very in-
effective in terms of their severity. In one of the Western States, it
would almost pay those who wanted to be unlawful. They make more
money in jail than they had to pay in fines.

Senator Fong?

Senator Foxg. Does the Federal Trade Commission Act give you
tht]augower to take action against unfair advertising?

. HeNpERsoN. Yes, sir, in commerce.

Senator Foxe. Do you consider this commerce?

Mr. HexpersoN. Yes, sir.

Senator Fone. Therefore, you have the power to actually take ac-
{ion against these companies which used fraud in advertising?

Mr. HexpersoN. Only in this limited field that I have described,
Senator; that is where the company is using the mail and is mailing
these fraudulent advertisements into States where they are not li-
censed to do business and they have no agent for service.

Senator Foxc. Do you go to court and ask for an order to desist?

Mr. HexpersoN. No, sir.

The Commission has the power under the Federal Trade Com-
mission Act to issue its own order to cease and desist. The order is
reviewable by the courts.
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Mr. Henperson. We then have the alternative of taking them into
court on a contempt charge or take them to court for civil penalties.

Senator Fone. What about the criminal penalties as far as general
law or misrepresentation is concerned ¢

Mr. HeNperson. You would have the postal regulations and then
you would have your general fraud statutes.

Senator Fone. Would these frauds come under the general fraud
statutes?

Mr. HexpersoN. I think many of them would.

Senator Fong. Do you have general powers now to punish the indi-
vidual companies that insist on carrying on deceptive advertising?

Mr. HenpersoN. Only within the himitations of the McCarran-
Ferguson Act.

Senator Fong. What is that act?

Mr. Henperson. McCarran-Ferguson Act of 1945, which says that
the Commission shall regulate the insurance industry only where it
cannot be effectively regulated by the States. The 7Travelers Insur-
ance case, which went to the Supreme Court, delineated what was
considered to be effective regulation.

Senator Fong. Over and above the Ferguson-McCarran Act, do
you have the power, if you wish to exercise it, of going to the At-
torney General and asking him to bring criminal proceedings because
of misrepresentations?

Mr. Henperson. If it falls within the fraud statute we would prob-
ably certify to the Attorney General or to the Post Office Depart-
ment, who 1n turn might certify it.

Senator Foxe. In all of these misrepresentations, which you have
enumerated relative to cancelability, and relative to the amount of aid
that is being offered and the amount of premiums, can these mis-
reﬁesena,tions be taken care of by the general statutes?

r. HENpERSON. I am not sure they can effectively, Senator. There
are some of them that certainly can. I do not know just how far the
Post Office Department has explored its authority in this field and
how far it has exerted authority. I am just not expert on the mail-
order frauds.

Senator Fona. Would you say that the powers of the Attorney Gen-
eral under the general laws would be sufficient to take care of a sub-
stantial number of fraudulent practices which you have enumerated ?

Mr. HenpersoN. I do not think that the U.S. fraud statute would
possibly take care of them. Your State fraud statutes could pos-
sibly do it, but the fraud would be against an individual rather than
against the United States, you see. And it would make a rather
dubious sort of case, I would think, if the Attorney General attempted
to apply a blanket indictment to some of these misrepresentations.

Senator Fone. Do you have sufficient power to ask them to cease
and desist ¢

Mr. HenpersoN. Within the limitations of the McCarran-Ferguson
Act; yes, sir.

Senator Fone. If they refuse to desist, what is your power?
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Senator Fona. You have no jurisdiction over those who are licensed
to do business in a State and have agencies in the State—is that right?

Mr. Henperson. That is right.

Senator Fong. If the States would adopt the rules and regulation
guides which you have proposed, would that be very helpful?

Mr. HenpersoN. It would be very helpful; yes, sir. And I would
assume they do follow similar guides in most of the States, if not
all of them. I believe you have some State commissioners here that
could give you more information than I could on that.

Senator Fone. Is it correct, sir, that the companies that are now
engaged or contemplating engaging in any health insurance busi-
ness are companies already in existence having as their sole business
or primary business, life insurance; or would you say these companies
now being born are going into the health insurance field as their pri-
msﬁy business ?

r. HEnpErsoN. I donot think we have any statistics on it.

Senator, we have no reliable satistics on that.

I would say that there are a number of new companies being formed
simply because of the demand for this type of Insurance; but it is
certainly true, I am sure, that the vast bulk of this is being sold by
companies who have been in existence.

Senator Fone. This would be an adjunct to the business of life in-
surance that they already have

Mr. HeENDERsON. Yes.

Senator Fone. And are these companies regulated by State statutes
or by various other regulations?

Mr. Henperson. Wherever they are licensed ; yes, sir.

Senator Fone. Would you say that as far as these misrepresenta-
tions are concerned they are numerous in the field of insurance, or
would you say that it is only a nominal problem ?

Mr. HenpersoN. I would say that most of your—the vast majority
of your insurance companies—do not indulge in these practices, but
as most laws are made, they are made to control those few who are
%redatory and who do defraud the public. This is not only true of the

ederal Trade Commission Act but our criminal acts and most of
your regulatory laws,

So, it is quite a heartbreaking thing to see, and I have an incident
at my own office: the man is a lawyer and he has not lost a case for us
yet, but he failed to read the insurance clauses in his mother’s contract.
She had a heart attack and she was still in the hospital. She had a
second heart attack a number of weeks later and died. He found out
she was not insured at all. There was a waiting period in the con-
tract and she simply was not covered, so he had a rather tremendous
hospital bill and doctor bill there that he had not anticipated.

Senator WiLLiams. He was a lawyer, did you say?

Mr. HenbersoN. Yes, sir.

Senator WrLriams. Even a lawyer can do that?

Mr. HenpersoN. Yes, sir.
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Senator Fong. I know we all are appalled by the fact that when

we find ourselves in the position of trying to get the benefits, the small

rint is sometimes there saying that we are not entitled to these bene-
ts.

Mr. HenpersoN. That is right.

Senator Fone. Naturally every one of us would like to see that
these practices are taken care of.

I am trying to find out the extent of the practices, whether they are
very, very numerous or whether they are not as numerous, but regard-
less of whether they are numerous or not, the effect on the individual
naturally is catastrophic in many cases.

Coming back to the question of whether they are numerous or not,
am I correct when I say that most of the health insurance policies
that are now being written by insurance companies are being written
by companies who are already in the insurance field and have been
in the insurance field for a long time?

Mr. HenpErsoN. Senator, I do not have the statistics on that, but
I am quite sure your statement is correct, just because of the fact
that they do have the organization set up to sell and a new company
just coming into the field is going to have a problem, of course, of
getting salesmen and this is one of the problems, too, getting reputable
salesmen who are trained to properly sell insurance. But to answer
[;;gur question, I am sure that the vast majority of this insurance is

ing sold by companies who are and have been in existence.

o Sen;itor Foneg. Are most of the health policies being sold by Blue
ross?

Mr. HeNpersoN. It has the reputation, I think, of being the largest
of the companies.

Senator Fone. We have had testimony before this committee that
(éver 60 percent of the health insurance policies are being sold by Blue

TOSS.

So, the predatory companies which carry on such nefarious prac-
tices of misrepresenting their policies are not as many or do not
constitute a large proportion of the industry ?

Mr. HexpbersoN. Again, Senator, we have no statistics but I am
sure that is a correct statement.

Senator Fone. As I understand, there are approximately 200 in-
surance companies out of the thousand and some-odd companies that
are engaged in health insurance policy writing.

Mr. HEnpERsON. I haveno figure on that.

Let me explain why we do not have this type of information. We
have not made a composite survey of the insurance industry such as
we have in a number of other industries. Our information comes only
when someone complains or writes in a letter and says that this com-
pany sold me this policy and I did not know that I did not carry
insurance; so we have no statistics other than to know that we have
a goodly number of complaints, but what that represents in the total
sales of policies we have no figures.
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Senator Fone. Thank you, Mr. Henderson; there is a quorum call
and I have to answer it, so I will recess this hearing until Senator
Williams comes back.

(Recess.)

Senator WirrLiams. We can reconvene and we hope we will have
no further interruptions.

Senator Keating?

Senator KeaTing. Mr. Henderson, if a policy is sold by mail in a
State where the company is not licensed, how can the Stafe insurance
commission control a fraudulent case?

Mr. Henperson. Well, it is our belief, shared by the Supreme Court,
that they cannot effectively control it, Senator. = This is the one area
where we continue to operate in the insurance industry.

Senator Kearine. There has been a decision on that?

Mr. HeEnDERSON. Yes, sir, the Traveler’s Insurance Co. of 1954.
We have just last month issued a consent order against another com-
pany for similar practices.

We have approximately 11 investigations going in this field today ;
we have 9 outstanding orders.

Senator KeaTiNg. Where are most of these companins located ?

Mr. Hexperson. I think they are fairly widespread. We find a
number of them in the Middle West, the West, and Southwest. But to
say that they have a monopoly in that area is not true. We just do not
know, I guess is a better answer to your question. The ones that we
seem to find so far and where the complaints are coming from are in
those areas.

Senator KraTing. I had one of these small print experiences myself
so I am very interested in cases where one has a policy and puts in a
claim only to find that he is not covered under that policy.

Mr. Hexperson. This may be years or months later, you see, too,
1xlvhere you have been under the illusion you have something you do not

ave.

Senator Keating. In my case I had been paying premiums for
years, and the company was perfectly right; it is just that I did not
realize what the policy said.

Now, how are you going to make people read the fine print ?

Mr. Henperson. It is very difficult. We hope that the guides will
be of some assistance in that field. Tt is an educational process, but
as the courts have said the predatory tactics are limited only by the
ingenuity of the salesman and of the company. We think it is going
to be a very difficult problem to cope with.

Senator Kearine. If these guidelines are adopted—they are not
yet adopted, are they ?

Mr. Henpersow. Yes, sir; they have been adopted by the Commis-
sion and will be published in the Federal Register, but, of course, they
have no probative effect; they are simply suggested as a sort of code
of ethics.

_Senator Keatine. That was my next question.
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Is there any sanction avail
to by the industry ¢

Mr. HenpersoN. No, sir; simply that the industry knows what we
consider to be violations of the law and what we consider to be good
conduct, and they are forewarned that we will move in if we discover
violations of these guides. But we still have to prove our case.

Senator Keating. I think that is all, Mr. Chairman.

Senator Fone. Mr. Henderson, in your Commission, how many
orders of cease and desist have you issued against insurance companies
who have fraudulent health insurance representations?

Mr. HENDERSON. Senator, I believe we have issued either orders or
assurances to discontinue in a total of approximately 15 cases.

Senator Foxe. And of these 15 cases, how many companies are
involved ?

Mr. HenpErsoN. There would be 15 companies.

g Sdfe;xa,tor Fong. And there are approximately 200 companies in the
eld ?

Mr. Henperson. That is my understanding, Senator. I have no
personal knowledge of that.

Senator Fone. Are you working on many cases now ?

Mr. HenpersoN. We have 11 investigations actively under investi-
gation at this time.

Let me explain, Senator. We have been virtually out of this area
up until quite recently, since the McCarran Act was passed ; we simply
thought if the com Is;,ints were not coming in, that this was an area
we would leave to é)tate regulation.

As this new type of insurance is now becoming popular, more com-
ﬁlaints are coming to us. This accounts in part for the fact that we

ave no more investigations going than we do.

Senator Fona. Do these 11 complaints that you are working on in-
volve the same 15 companies?

Mr. HexpersoN. No; these are new companies, additions—I do not
mean new ; they are new complaints, not necessarily new companies.

Senator Fone. You have approximately 26 complaints on 26 various
companies?

Mr. Henperson. Right, sir.

Senator FoNag. Thank you.

Senator WiLLiams. I believe that will be all, gentlemen.

For the committee I want to thank all of you.

Mr. HenbersoN. To give you a complete answer to your question,
Senator Fong, we have had a considerable number of applications
for investigations where we quickly found that we had no jurisdic-
tion; that these were matters which could be and should be regulated
by the States within the terminology of the McCarran Act. Where
we have those, we refer them to the various State insurance commis-
sioners.

Senator WiLLiams. Thank you.

Next, we would like to have a group of three witnesses come up;
they will all be talking to the same general subject matter.

to see that these guides are adhered
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Representative Ronald Brooks Cameron, from the 25th District of
California ; is Whittier your hometown ?

Mr. CaMERrON. Yes, Mr. Chairman.

Senator WiLLianms. It has changed its complexion.

Mr. CameroN. Yes, sir; it is well represented.

Senator WrLLiams. Charles James, deputy attorney general for the
State of California; and I have personal pride in introducing Robert
Peacock, secretary-director of the New Jersey Real Estate Commission.

I got pretty close to sitting over there with you one year, Congress-
man.

Now, have you gentlemen worked out your presentation? You
may proceed any way you want, Congressman.

STATEMENT OF REPRESENTATIVE RONALD BROOKS CAMERON,
256TH DISTRICT OF CALIFORNIA

Mr. CameroN. Thank you, Mr. Chairman. I want to commend you
and your committee for undertaking this investigation. In my judg-
ment, a serious study at the congressional level relating to deceptive
and misleading—if not fraudulent—practices in the sale of health and
accident benefits is long overdue.

The word “benefits” I use advisedly, for many purveyors of health
and accident benefits are not operating as insurance companies—which
in the main are reasonably well regulated by the several States—
but rather operate under the guise of providing direct service—service
available only through preselected physicians and preselected loca-
tions.

During my service in the California Legislature, I served continu-
ally as cﬁairman of a study committee dealing in this general area—
and with your permission, Mr. Chairman, I would like to submit for
the recorg two of the reports published by my committee. I have
them here with me.

(The reports referred to follow:)

(Text continues on p. 70.)
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REPORT ON HEALTH INSURANCE

House Resolution No. 284 of the 1959 Regular Session read as
follows:

Resolved by the Assembly of the State of California, That the subject matter of
group insurance plans providing medical and hospital insurance coverage and their
relation to the costs of hospital services and medical care in the State of California
is assigned to the Committee on Rules for further assignment by it to an appro-
priate Assembly interim committee, which committee is directed to report to the
Assembly on such subject matter not later than the fifth calendar day of the 1961
Regular Session of the Legislature.

This subject was subsequently assigned to the Committee on Finance
and Insurance by the Rules Committee. Assemblyman Ronald Brooks
Cameron was requested by Chairman Rees to make a study of the mat-
ter and, upon conclusion, report to the full committee.!

At-its meeting in Sacramento on December 6, 1960, the committee
adopted the following recommendation :

Immediately after commencement of the 1961 Regular Session of the Legislature
we recommend the creation of a subcommittee of an appropriate committee to con-
tinue the study in the entire field of prepaid hospital and medical care with
authority for the subcommittee investigation to run concurrently with the 1961
Legislative Session and appropriation by the Rules Committee of sufficient funds
for the subcommittee to maintain a full-time legislative consultant and a full-time
legislative secretary.

1 The report made to the committee by Assemblyman Cameron is included in the
Appendix to this report.
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APPENDIX
MEDICAL AND HOSPITAL INSURANCE COVERAGE

LETTERS OF TRANSMITTAL

HONORABLE SPEAKER OF THE ASSEMBLY
HoNORABLE MEMBERS OF THE ASSEMBLY
Assembly Chamber, State Capitol
Sacramento, California

The following report on medical and hospital insurance was sub-
mitted by Assemblyman Ronald B. Cameron.

House Resolution No. 284 of the 1959 General Session, which di-
rected an appropriate interim committee to study the subject of group
insurance plans providing medical and hospital insurance coverage,
was assigned to the Finance and Insurance Committee by the Assembly
Rules Committee.

Because this was a technical field which has not been covered in
recent years by this committee, it was decided by the chairman to ask
Assemblyman Cameron to prepare a report to help the committee in
defining its scope in this general area. .

Assemblyman Cameron’s report was submitted to the committee at
its hearing on December 6, 1960. The committee does not approve or
disapprove of the report, and it is to be emphasized that this report
contains the findings of one member and that this subject has not been
covered at public hearings. It was the desire of the committee to have
this report in the Appendix of the interim committee’s final report.
Also, a specific recommendation of the interim committee relating to
full-scale public hearings has been printed in the body of the full report.

Sincerely yours,
TrOMAS M. REES

November 30, 1960
To: All Members, Assembly Interim Commaittee

on Finance and Insurance

In response to many complaints from constituents regarding the
sh